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For assistance, go to the State Board of Equalization’s Website at 
www.boe.ca.gov or call their Information Center at (800) 400-7115 or 
TTY/TDD (800) 735-2929. Income tax information is not available at this 
number. 

Specific Instructions
Form 565
Fill In All Applicable Lines and Schedules
Enter the total amounts on the applicable lines of Schedule K (565), 
Partners’ Share of Income, Deductions, Credits, etc. Do not enter these 
items directly on Form 565, Side 1, Schedule A or Schedule D. Do not 
apply the apportionment factor to the items on Schedule K (565). Enter 
any items specially allocated to the partners on the applicable line of the 
partner’s Schedule K-1 (565).
Whole numbers should be shown on the return and accompanying 
schedules.
Name, Address, FEIN, and California SOS File Number
The partnership may use its legal or trade name on all California returns 
and other documents filed. Print the partnership’s legal or trade name, 
address, FEIN, and California SOS file number.
•	 Federal employer identification number (FEIN) (nine digits)
•	 Secretary of State (California SOS) file number is 12 digits and 

begins with “19” or “20”
•	 Partnership name (use the legal name filed with the California SOS) 

and address, include Private Mail Box (PMB) number, if applicable.
If the partnership leases a PMB from a private business rather than a 
PO box from the United States Postal Service, include the PMB in the 
address area. Example: 111 Main Street PMB 123.
Item C – Principal Business Activity Code (PBA)
California uses the 6-digit federal PBA Code based on the North 
American Industry Classification System (NAICS).
Common trust funds are required to use PBA code 525920. Investment 
clubs are required to use PBA code 523900. For further information, see 
the instructions for federal Form 1065.
Item F – Total Assets at End of Taxable Year
See the instructions for Question O before completing this item.
If the partnership is required to complete this item, enter the total assets 
at the end of the partnership’s taxable year. This is determined by the 
accounting method regularly used to maintain the partnership’s books 
and records. If there are no assets at the end of the taxable year, enter 
the total assets as of the beginning of the taxable year.

Income
Line 1 through Line 12
California’s reporting requirements are generally the same as the federal 
reporting requirements. Follow the instructions for federal Form 1065 and 
only include trade or business activity income on line 1 through line 12. 
However, for California tax purposes, business income of the partnership 
is computed using the rules set forth in R&TC Section 25120. Therefore, 
certain income that may be portfolio income for federal purposes may 
be business income for California sourcing purposes. Do not include 
rental activity income or portfolio income on these lines. Rental activity 
income and portfolio income are separately reported on Schedule K (565) 
and Schedule K-1 (565). Rental real estate activities are also reported 
on federal Form 8825, Rental Real Estate Income and Expenses of a 
Partnership or an S Corporation. Attach a copy of federal Form 8825 to 
Form 565. Use California amounts and attach a statement reconciling any 
differences between federal and California amounts.
Use worldwide amounts determined under California law when 
completing these lines.
Form 565, line 4 through line 11 have been separated to report total 
gains and total losses. Net amounts are no longer reported.

Line 6 – Total Farm Profit 
Line 7 – Total Farm Loss
Enter on line 6 the partnership’s total farm profit from federal Schedule F 
(Form 1040), Profit or Loss from Farming, Line 36, Net farm profit or 
(loss). Enter on line 7 the partnership’s total farm loss from federal 
Schedule F (Form 1040), Line 36. Attach federal Schedule F to Form 
565. If the amount includable for California purposes is different from 
the amount on federal Schedule F, enter the California amount and attach 
a note explaining the difference.
Line 8 – Total Gain from Schedule D-1
Line 9 – Total Loss from Schedule D-1
Include only ordinary gains (losses) from the sale, exchange, or 
involuntary conversion of assets used in a trade or business activity. 
Ordinary gains (losses) from the sale, exchange, or involuntary 
conversion of rental activity assets must be reported separately on 
Schedule K (565) and Schedule K-1 (565).
A partnership that is a partner in another partnership must include on 
Schedule D-1, Sales of Business Property, its share of ordinary gains 
(losses) from sales, exchanges, or involuntary conversions (other than 
casualties or thefts) of the other partnership’s trade or business assets.

Deductions
Line 13 through Line 22
California’s reporting requirements are generally the same as the federal 
reporting requirements. Follow the instructions for federal Form 1065 
and only include trade or business activity deductions on line 13 through 
line 21. Include amounts for repairs, rents, and taxes on line 21. Do 
not include any rental activity expenses or deductions that are allocable 
to portfolio income on these lines. Rental activity deductions and 
deductions allocable to portfolio income are separately reported on 
Schedule K (565) and Schedule K-1 (565).
Use worldwide amounts determined under California law when 
completing these lines.
Federal reporting requirements for organization expenses, syndication 
expenses, and uniform capitalization rules apply for California.
Claim of Right. To claim as a deduction, enter the amount on Line 21. 
If you elect to take the credit instead of the deduction, remember to use 
the California tax rate, add the credit amount to the total on line 27, Total 
payments. To the left of this total, write IRC 1341 and the amount of the 
credit.
Line 17a – Depreciation and Amortization
Enter on line 17a the total depreciation and amortization claimed on 
assets used in a trade or business activity. Complete and attach form 
FTB 3885P, Depreciation and Amortization, included in this booklet, 
to figure depreciation and amortization. Transfer the total from form 
FTB 3885P, line 6, to Form 565, Side 1, line 17a, or federal Form 8825, 
line 14, or as appropriate (use California amounts). See the instructions 
for form FTB 3885P for more information.
Do not include any expense deduction for recovery property (IRC 
Section 179; Enterprise Zones, R&TC Section 17267.2; Targeted Tax 
Area, R&TC Section 17267.6; and Local Agency Military Base Recovery 
Area, R&TC Section 17268) on this line. This expense is not deducted by 
the partnership. Instead, it is passed through separately to the partners 
and is reported on line 12 of Schedule K (565) and Schedule K‑1 (565).
Line 24 – Tax
Enter the $800 annual tax required for LPs, LLPs, and REMICs. See 
General Information, Annual Tax, for further details on the annual tax 
requirements.
Line 25 – Nonresident Withholding Credit
If taxes were withheld from payment to the partnership, the partnership 
can either allocate the entire withholding credit to all its partners 
or claim a portion (not to exceed the total tax due) and allocate the 
remaining portion to all its partners. If the partnership claims any of 
the amount withheld, attach Form 592‑B from the withholding entity to 
the front lower portion of the partnership return. The partnership must 
file Forms 592 and 592-B to allocate any remaining withholding credit 
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to its partners. For more information, get FTB Pub. 1017, Nonresident 
Withholding Guidelines.
The above explanation does not apply to the nonconsenting nonresident 
member’s tax paid by an LLC on behalf of the nonresident member. 
The nonconsenting nonresident members’ tax is not related to the 
partnership withholding on nonresident partners. Therefore, the 
tax cannot be claimed using Forms 592 and 592-B; and cannot be 
claimed by the partnership on this line. The partnership will allocate 
the entire amount paid by the LLC on its behalf to all of its partners on 
Schedule K (565) and Schedule K-1 (565), line 15e. 
Line 29 – Use Tax
As explained on page 9, California use tax applies to purchases from 
out of state sellers (for example, purchases made by telephone, over the 
Internet, by mail, or in person). For questions on whether a purchase is 
taxable, go to State Board of Equalization’s website at boe.ca.gov, or call 
their Information Center at (800) 400-7115 or TTY/TDD (800) 735-2929.
A partnership may report use tax on its Partnership Return of Income 
instead of filing a use tax return with the California State Board of 
Equalization. To report use tax on the partnership tax return, complete 
the Use Tax Worksheet below. 
If the partnership owes use tax but does not report it on its Partnership 
Return of Income, the partnership must report and pay the tax to the 
California State Board of Equalization. To do so, download a copy of 
Publication 79-B, California Use Tax, from boe.ca.gov or request a copy 
by calling their Information Center.
To avoid late payment penalties for use tax, the partnership must report 
and pay the use tax with a timely filed income tax return. Failure to 
timely report and pay the use tax due may result in the assessment of 
penalties.
Note: Businesses that have a California seller’s permit must continue to 
report business purchases subject to use tax on their sales and use tax 
returns. 

Use Tax Worksheet
Round all amounts to the nearest whole dollar.

1.	 Enter purchases from out-of-state or Internet sellers 
made without payment of California sales/use tax.  
See worksheet instructions below  . . . . . . . . . . . . . . . . . .                  $ ________.00

2.	 Enter the decimal equivalent of the applicable sales 
and use tax rate. See worksheet instructions below  . . . . .      ________

3.	 Multiply line 1 by the tax rate on line 2. 
Enter result here  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               $ ________.00

4.	 Enter any sales or use tax paid to another state 
for purchases included on line 1. See worksheet 
instructions below  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              $ ________.00

5.	 Total Use Tax Due. Subtract line 4 from line 3. 
Enter the amount here and on line 29. If the amount 
is less than zero, enter -0-  . . . . . . . . . . . . . . . . . . . . . . . .                        $ ________.00

Worksheet, Line 1, Purchases Subject to Use Tax
•	 Report items that would have been taxable in a California store, such 

as office equipment and supplies.
•	 Include handling charges.
•	 Do not include any other state’s sales or use tax paid on the purchases.
•	 Enter only purchases made during the year that corresponds with the 

tax return the partnership is filing.
Note: Report and pay any use tax you owe on the following purchases to 
the State Board of Equalization, not on your income tax return.
•	 Vehicles, vessels, and trailers that must be registered with the 

Department of Motor Vehicles.
•	 Mobile homes or commercial coaches that must be registered 

annually as required by the Health and Safety Code.
•	 Vessels documented with the U.S. Coast Guard.
•	 Aircraft.
•	 Leases of machinery, equipment, vehicles, and other tangible 

personal property.

Worksheet, Line 2, Sales and Use Tax Rate
•	 Enter the decimal equivalent of the sales and use tax rate applicable 

to the place in California where the property is used, stored, or 
otherwise consumed. For example, the decimal equivalent of 7.25% 
is 0.0725, and the decimal equivalent of 7.375% is 0.07375.

•	 If the partnership does not know the applicable rate, see the table 
on this page and on the following page. “Sales and Use Tax Rates 
by County.” If the partnership has questions regarding the use tax 
rate in effect in the partnership’s area, go to the State Board of 
Equalization’s website at boe.ca.gov or call their Information Center 
at (800) 400-7115 or TTY/TDD (800) 735-2929.

Worksheet, Line 4, Credit for Tax Paid to Another State
•	 This is a credit for tax paid to other states. The partnership cannot 

claim a credit greater than the amount of tax that would have been 
due if the purchase had been made in California. For example, if the 
partnership paid $8.00 sales tax to another state for a purchase, 
and would have paid $6.00 in California, the partnership can claim a 
credit of only $6.00 for that purchase.

Sales and Use Tax Rates by County
(includes state, local, and district taxes)

As of December 31, 2007

County	 Rate
Alameda.................................8.75%
Alpine.....................................7.25%
Amador..................................7.25%
Butte......................................7.25%
Calaveras...............................7.25%
Colusa1...................................7.25%
Contra Costa1.........................8.25%
Del Norte................................7.25%
El Dorado1..............................7.25%
Fresno1.................................7.975%
Glenn.....................................7.25%
Humboldt1..............................7.25%
Imperial..................................7.75%
Inyo........................................7.75%
Kern.......................................7.25%
Kings......................................7.25%
Lake1......................................7.25%
Lassen...................................7.25%
Los Angeles1..........................8.25%
Madera2..................................7.75%
Marin1....................................7.75%
Mariposa................................7.75%
Mendocino1............................7.25%
Merced1..................................7.25%
Modoc....................................7.25%
Mono.....................................7.25%
Monterey1..............................7.25%
Napa.......................................7.75%
Nevada1................................7.375%

County	 Rate
Orange1................................. 7.75%
Placer.................................... 7.25%
Plumas.................................. 7.25%
Riverside............................... 7.75%
Sacramento........................... 7.75%
San Benito1........................... 7.25%
San Bernardino1.................... 7.75%
San Diego1............................ 7.75%
San Francisco....................... 8.50%
San Joaquin1......................... 7.75%
San Luis Obispo1................... 7.25%
San Mateo............................. 8.25%
Santa Barbara....................... 7.75%
Santa Clara............................ 8.25%
Santa Cruz1........................... 8.00%
Shasta................................... 7.25%
Sierra.................................... 7.25%
Siskiyou................................ 7.25%
Solano................................. 7.375%
Sonoma1............................... 7.75%
Stanislaus........................... 7.375%
Sutter.................................... 7.25%
Tehama................................. 7.25%
Trinity.................................... 7.25%
Tulare1, 3................................. 7.75%
Tuolumne1............................. 7.25%
Ventura................................. 7.25%
Yolo1..................................... 7.25%
Yuba...................................... 7.25%

1.	 Many cities in California impose a district tax which results in a higher 
sales and use tax rate than in other parts of the county.  If you are 
reporting an item that was purchased for use in one of these counties, 
please check the following city list to see if a higher rate applies to 
your city.  The tax rates shown apply within the city limits of the listed 
community.

2.	 The tax rate in Madera County prior to April 1, 2007 was 7.25%.
3.	 The tax rate in Tulare County prior to April 1, 2007 was 7.25%.

County	 City 	 Citywide Rate
Colusa . . . . . . . . . . .           Williams (effective 4/1/07)1 . . . . . . . . . . . .             7.75%
Contra Costa  . . . . . .      Pinole (effective 4/1/07)2 . . . . . . . . . . . . . .               8.75%
Contra Costa  . . . . . .      Richmond . . . . . . . . . . . . . . . . . . . . . . . . .                          8.75%
El Dorado  . . . . . . . .        Placerville  . . . . . . . . . . . . . . . . . . . . . . . . .                          7.50%
El Dorado . . . . . . . . .         South Lake Tahoe  . . . . . . . . . . . . . . . . . . .                    7.75%
Fresno  . . . . . . . . . . .           Clovis . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             8.275%
Humboldt  . . . . . . . .        Trinidad  . . . . . . . . . . . . . . . . . . . . . . . . . . .                            8.25%
Lake  . . . . . . . . . . . .            Clearlake  . . . . . . . . . . . . . . . . . . . . . . . . . .                           7.75%
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Lake . . . . . . . . . . . . .             Lakeport  . . . . . . . . . . . . . . . . . . . . . . . . . .                           7.75%
Los Angeles  . . . . . .      Avalon . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             8.75%
Los Angeles . . . . . . .        Inglewood (effective 4/1/07)3 . . . . . . . . . . .            8.75%
Marin . . . . . . . . . . . .            San Rafael . . . . . . . . . . . . . . . . . . . . . . . . .                          8.25%
Mendocino . . . . . . . .        Fort Bragg  . . . . . . . . . . . . . . . . . . . . . . . . .                          7.75%
Mendocino  . . . . . . .       Point Arena . . . . . . . . . . . . . . . . . . . . . . . .                         7.75%
Mendocino . . . . . . . .        Ukiah . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              7.75%
Mendocino  . . . . . . .       Willits  . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             7.75%
Merced . . . . . . . . . . .           Los Banos . . . . . . . . . . . . . . . . . . . . . . . . .                          7.75%
Merced . . . . . . . . . . .           Merced . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.75%
Monterey . . . . . . . . .         Del Rey Oaks (effective 4/1/07)4  . . . . . . . .         8.25%
Monterey . . . . . . . . .         Salinas . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             7.75%
Monterey . . . . . . . . .         Sand City . . . . . . . . . . . . . . . . . . . . . . . . . .                           7.75%
Nevada . . . . . . . . . . .           Nevada City (effective 4/1/07)5  . . . . . . . .         7.875%
Nevada  . . . . . . . . . .          Truckee  . . . . . . . . . . . . . . . . . . . . . . . . . .                           7.875%
Orange . . . . . . . . . . .           Laguna Beach  . . . . . . . . . . . . . . . . . . . . . .                       8.25%
San Benito . . . . . . . .        San Juan Bautista  . . . . . . . . . . . . . . . . . . .                    8.00%
San Bernardino  . . . .    Montclair . . . . . . . . . . . . . . . . . . . . . . . . . .                           8.00%
San Bernardino  . . . .    San Bernardino (effective 4/1/07)6 . . . . . . .        8.00%
San Diego  . . . . . . . .        El Cajon . . . . . . . . . . . . . . . . . . . . . . . . . . .                            8.25%
San Diego  . . . . . . . .        National City  . . . . . . . . . . . . . . . . . . . . . . .                        8.75%
San Diego  . . . . . . . .        Vista (effective 4/1/07)7 . . . . . . . . . . . . . . .                8.25%
San Joaquin . . . . . . .       Manteca (effective 4/1/07)8 . . . . . . . . . . . .             8.25%
San Joaquin . . . . . . .       Stockton  . . . . . . . . . . . . . . . . . . . . . . . . . .                           8.00%
San Luis Obispo . . . .    Arroyo Grande (effective 4/1/07)9  . . . . . . .        7.75%
San Luis Obispo . . . .    Grover Beach (effective 4/1/07)10 . . . . . . . .         7.75%
San Luis Obispo . . . .    Morro Bay (effective 4/1/07)11 . . . . . . . . . .           7.75%
San Luis Obispo . . . .    San Luis Obispo (effective 4/1/07)12  . . . . .      7.75%
Santa Cruz . . . . . . . .        Capitola . . . . . . . . . . . . . . . . . . . . . . . . . . .                            8.25%
Santa Cruz  . . . . . . . .        Santa Cruz (effective 4/1/07)13  . . . . . . . . .          8.50%
Santa Cruz . . . . . . . .        Scotts Valley . . . . . . . . . . . . . . . . . . . . . . .                        8.50%
Santa Cruz . . . . . . . .        Watsonville (effective 4/1/07)14 . . . . . . . . .          8.25%
Sonoma  . . . . . . . . .         Sebastopol . . . . . . . . . . . . . . . . . . . . . . . . .                          8.00%
Sonoma . . . . . . . . . .          Santa Rosa  . . . . . . . . . . . . . . . . . . . . . . . .                         8.00%
Tulare . . . . . . . . . . . .            Dinuba (effective 04/01/07)15 . . . . . . . . . . .            8.50%
Tulare . . . . . . . . . . . .            Farmersville (effective 04/01/07)16 . . . . . . .        8.25%
Tulare . . . . . . . . . . . .            Porterville (effective 04/01/07)17 . . . . . . . .         8.25%
Tulare . . . . . . . . . . . .            Tulare (effective 04/01/07)18  . . . . . . . . . . .            8.25%
Tulare  . . . . . . . . . . .           Visalia (effective 04/01/07)19 . . . . . . . . . . .            8.00%
Tuolumne . . . . . . . . .         Sonora . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             7.75%
Yolo  . . . . . . . . . . . . .             Davis . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              7.75%
Yolo  . . . . . . . . . . . . .             West Sacramento  . . . . . . . . . . . . . . . . . . .                    7.75%
Yolo  . . . . . . . . . . . . .             Woodland  . . . . . . . . . . . . . . . . . . . . . . . . .                          7.75%

  1.	 The tax rate in Williams prior to April 1, 2007 was 7.25%.
  2.	 The tax rate in Pinole prior to April 1, 2007 was 8.25%.
  3.	 The tax rate in Inglewood prior to April 1, 2007 was 8.25%.
  4.	 The tax rate in Del Rey Oaks prior to April 1, 2007 was 7.25%.
  5.	 The tax rate in Nevada City prior to April 1, 2007 was 7.375%.
  6.	 The tax rate in San Bernardino prior to April 1, 2007 was 7.75%.
  7.	 The tax rate in Vista prior to April 1, 2007 was 7.75%.
  8.	 The tax rate in Manteca prior to April 1, 2007 was 7.75%.
  9.	 The tax rate in Arroyo Grande prior to April 1, 2007 was 7.25%.
10.	 The tax rate in Grover Beach prior to April 1, 2007 was 7.25%.
11.	 The tax rate in Morro Bay prior to April 1, 2007 was 7.25%.
12.	 The tax rate in San Luis Obispo prior to April 1, 2007 was 7.25%.
13.	 The tax rate in Santa Cruz prior to April 1, 2007 was 8.25%.
14.	 The tax rate in Watsonville prior to April 1, 2007 was 8.00%.
15.	 The tax rate in Dinuba prior to April 1, 2007 was 8.00%.
16.	 The tax rate in Farmersville prior to April 1, 2007 was 7.75%.
17.	 The tax rate in Porterville prior to April 1, 2007 was 7.75%.
18.	 The tax rate in Tulare prior to April 1, 2007 was 7.75%.
19.	 The tax rate in Visalia prior to April 1, 2007 was 7.50%.

Schedule A — Cost of Goods Sold
California’s reporting requirements are generally the same as the federal 
reporting requirements. Follow the instructions for federal Form 1065, 
Schedule A.

Questions
Question J
Check only one box for this question. The partnership checks the 
box that best describes its business type. For definitions of general 
partnership, limited partnership, REMIC, and LLP, see General 
Information, Definitions, and the instructions for federal Form 1065.

The term “doing business” means actively engaging in any transaction 
for the purpose of financial gain or profit (R&TC Section 23101).
Line Item 6 of Question J is for other types of entities not previously 
mentioned on line 1 through line 5. If your entity is not a general 
partnership, limited partnership, REMIC, or LLP, then check the box for 
line item 6 only. In the space provided, write in the type of entity.
Question K 
Enter the maximum number of partners in the partnership during the 
taxable year. The number of Schedules K-1 (565) sent via magnetic 
media or attached to Form 565, must equal the number of partners 
entered in Question K. Do not use abbreviations or terms such as 
“Various.”
Question O
If the answers to Question 5a through Question 5c on federal 
Form 1065, Schedule B are all “Yes,” answer “Yes” to Question O on 
Form 565.
If Question O is answered “Yes,” the partnership is not required to 
complete Schedules L, M-1, M-2, or Item F, on Side 1 of Form 565 or 
Item J on Schedule K-1 (565).
Question T 
All partnerships must answer all three questions. If you do not own or 
lease (as specified below) real property in California, answer “No” to 
the questions. (Real property includes land, buildings, structures, and 
fixtures – see R&TC Section 104).
The questions provide information regarding changes in ownership with 
regard to real property held by legal entities (R&TC Section 64). If any of 
the answers are “Yes,” a Statement of Change in Control and Ownership 
of Legal Entities (BOE-100-B) must be filed with the California State 
Board of Equalization (BOE); failure to do so may result in substantial 
penalties. Forms and information may be obtained from the BOE website 
at boe.ca.gov and can be accessed through Property Tax, and then 
Legal Entity Ownership Program.
There may be a change in ownership or control if, during this year, one 
of the following occurred with respect to this partnership (or any legal 
entity in which it holds a controlling or majority interest):
•	 The percentage of partnership interests transferred to, or owned or 

controlled by one person or one legal entity cumulatively exceeded 
50%.

•	 The total partnership interests transferred to or held by one 
irrevocable trust or trust beneficiary cumulatively exceeded 50%.

•	 This partnership, or any legal entity in which it holds a controlling or 
majority interest, cumulatively acquired ownership or control of more 
than 50% of the partnership or other ownership interests in any legal 
entity.

•	 As of the end of this year, cumulatively more than 50% of the total 
partnership interests have been transferred or the partnership 
experienced a change in ownership or control in one or more 
transactions since March 1, 1975.

For purposes of these questions, leased real property is a leasehold 
interest in taxable real property: (1) leased for a term of 35 years or 
more (including renewal options), if not leased from a government 
agency; or (2) leased for any term, if leased from a government agency. 
R&TC section 64(e) requires this information for use by the California 
State BOE.
Question U
California requires taxes to be withheld from certain payments or 
allocations of income and sent to the FTB (R&TC Section 18662 and 
Section 18666). If upon examination, the FTB determines that tax 
withholding was required, the partnership can be liable for the tax and 
penalties.
The reference to Forms 592, 592-A, 592-B, and 592-F relates to 
withholding done by the partnership. If you need additional information 
concerning partnership withholding, see General Information, Required 
Information Returns, and Withholding Requirements.
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Question V – Investment Partnership.
An “investment partnership” is a partnership that meets the following 
two criteria:
1.	 No less than 90% of the cost of the partnership’s total assets consist 

of:
•	 Qualifying investment securities
•	 Deposits at banks or other financial institutions
•	 Office equipment and office space reasonably necessary to carry 

on the activities of an investment partnership
2.	 No less than 90% of the partnership’s gross income is from interest, 

dividends, and gains from the sale or exchange of qualifying investment 
securities defined in R&TC Section 17955 and Section 23040.1.

Qualifying investment securities include all of the following:
•	 Common and preferred stock, as well as debt securities convertible 

into common stock.
•	 Bonds, debentures, and other debt securities.
•	 Foreign and domestic currency deposits or equivalent and securities 

convertible into foreign securities.
•	 Mortgage-backed or asset-backed securities secured by 

governmental agencies.
•	 Repurchase agreements and loan participations.
•	 Foreign currency exchange contracts and forward and futures 

contracts on foreign currencies.
•	 Stock and bond index securities and futures contracts, and other 

similar securities.
•	 Regulated futures contracts.
•	 Options to purchase or sell any of the preceding qualified investment 

securities, except regulated futures contracts.
Qualifying investment securities do not include an interest in a 
partnership, unless the partnership qualifies as an investment 
partnership. See R&TC Section 17955 and Section 23040.1 and General 
Information, Investment Partnerships, for more information.
Question X
Federal Form 8886, Reportable Transaction Disclosure Statement, is 
required to be attached to any return on which a deduction, loss, credit, 
or any other tax benefit is claimed or is reported, or any income the 
partnership’s reported from an interest in a reportable tax shelter. If the 
partnership is required to file this form with the federal return, attach 
a copy to the partnership’s Form 565. Do not attach copies of federal 
Schedules K-1 (1065).
A material advisor is required to provide a reportable transaction number 
to all taxpayers and material advisors for whom the material advisor acts 
as a material advisor.
A Reportable Transaction is any transaction as defined in R&TC Section 
18407 and Treas. Reg. 1.6011-4 and includes, but is not limited to:
•	 A Confidential Transaction, which is offered to a taxpayer under 

conditions of confidentiality and for which the taxpayer has paid a 
minimum fee.

•	 A transaction with contractual protections which provides the 
taxpayer with the right to a full or partial refund of fees if all or 
part of the intended tax consequences from the transaction are not 
sustained.

•	 A loss transaction under Section 165, which is at least $10 million 
in any one-year or $20 million in any combination of taxable years 
for a partnership that has only corporations as partners, (looking 
through partners that are themselves partnerships); or, $2 million in 
any one-year or $4 million in any combination of taxable years for all 
other partnerships. (Those numbers would be reduced to $2 million 
and $4 million on the Form 100S, California S Corporation Franchise 
or Income Tax Return).

•	 A transaction of interest, which is a transaction that is the same as or 
substantially similar to one of the types of transactions that has been 
identified by the Internal Revenue Service as a transaction of interest 
(entered into on or after November 2, 2006).

•	 A Listed Transaction is a specific reportable transaction, or one that 
is substantially similar, which has been identified by the Internal 
Revenue Service or the Franchise Tax Board to be a tax avoidance 
transaction.

Schedule L — Balance Sheets
California’s reporting requirements are the same as the federal reporting 
requirements. The amounts reported on the balance sheet should 
agree with the books and records of the partnership and should include 
all amounts whether or not subject to taxation. Attach a statement 
explaining any differences between federal and state amounts or any 
differences between the balance sheet and the partnership’s books and 
records. Follow the instructions for federal Form 1065, Schedule L.
Domestic partnerships with 10 or fewer partners may not have to 
complete Schedule L. See the instructions for Question O for the specific 
requirements to qualify for this exception.

Schedule M-1, Reconciliation of Income (Loss) 
per Books With Income (Loss) per Return, 
Schedule M-2, Analysis of Partner’s Capital 
Accounts
Domestic partnerships with 10 or fewer partners may not 
have to complete Schedule M-1, Schedule M-2, or Item J on 
Schedule K‑1 (565). See the instructions for Question O for the specific 
requirements to qualify for this exception.
If the partnership is required to complete Schedule M-1 and 
Schedule M‑2, the amounts shown should agree with the partnership’s 
books and records and the balance sheet amounts. Attach a statement 
explaining any differences.
Use worldwide amounts determined under California law when 
completing Schedule M-1. Also, the amounts on Schedule M‑2 should 
equal the total of the amounts reported in Item J, column (c), of all the 
partners’ Schedules K-1 (565).
Net Income (Loss) Reconciliation for Certain Partnerships. For taxable 
years beginning on or after January 1, 2006, the IRS requires certain 
partnerships to complete Schedule M-3 (Form 1065), Net Income 
(Loss) Reconciliation for Certain Partnerships, instead of Schedule 
M-1, Reconciliation of Income (Loss) per Books With Income (Loss) 
per Return. For California purposes, the corporation must complete the 
California Schedule M-1, and attach either of the following: 
•	 A copy of the Schedule M-3 (Form 1065) and related attachments to 

the California Franchise or Income Tax Return.
•	 A complete copy of the federal return. 
FTB will accept the Schedule M-3 (Form 1065) in a spreadsheet format if 
more convenient.

Schedule K (565) and Schedule K-1 (565) — 
Partner’s Shares of Income, Deductions, 
Credits, Etc.
Purpose of Schedules
Schedule K (565) is a summary schedule for the partnership’s income, 
deductions, credits, etc. and Schedule K-1 (565) shows each partner’s 
distributive share. The line items for both of these schedules are the 
same unless otherwise noted.
One copy of each Schedule K-1 (565) must be attached to Form 565 
when it is filed with the FTB. For alternative methods of filing 
Schedules K-1 (565), see General Information, Substitute Schedules.
Be sure to give each partner a copy of their respective Schedule K‑1 
(565). Also include a copy of the Partner’s Instructions for Schedule K‑1 
(565) or specific instructions for each item reported on the partner’s 
Schedule K-1 (565). These items should be provided to the partner on or 
before the due date of the Form 565.
Schedule K (565) Only
In column (b), enter the amounts from federal Schedule K. In 
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column (c), enter the adjustments resulting from differences between 
California and federal law (not adjustments relating to California source 
income). In column (d) on Schedule K (565), enter the worldwide 
income computed under California law. For partners to comply with 
the requirements of IRC Section 469, trade or business activity income 
(loss), rental activity income (loss), and portfolio income (loss) must 
be considered separately by the partners. Rental activity income (loss) 
and portfolio income (loss) are not reported on Form 565, Side 1 so that 
these amounts are not combined with trade or business activity income 
(loss). Schedule K (565) is used to report the totals of these (and other) 
amounts.
Apportioning partnerships only
Once the Schedule K (565) has been completed, apportioning 
partnerships should also complete Schedule R before completing its 
partners’ Schedules K-1 (565).
Compliance with Partnership Filing Requirements
To help ensure the accurate and timely processing of the partnership’s 
Form 565, please verify the following:
•	 A California approved Schedule K-1 (565) has been sent via magnetic 

media or attached (to Form 565) for each partner identified on 
Form 565, Side 2, Question K. Partnerships eligible for the reduced 
filing program, see General Information, Who Must File.

•	 The Schedule K-1 (565) contains the partner’s correct name, 
address, and identifying number in the correct fields.

•	 Questions A through I are completed on Side 1 of 
Schedule K‑1 (565).

•	 The appropriate entity type box (Schedule K-1 (565), Side 1, 
Question B) is checked for each partner.

•	 All Schedules K-1 (565) reconcile to Form 565, Schedule K (565).
•	 The partner’s percentage (Schedule K-1 (565) Question D) is 

expressed in decimal format and carried to four decimal places 
(i.e., 33.5432). Do not print fractions, the percentage symbol (%), or 
use terms such as “Various.”

•	 Substitute computer-generated Schedule K-1 (565) forms must be 
approved by the FTB.

For the highest rate of accuracy and rapid processing, file 
Schedules K‑1 (565) on CD or diskette. See General Information, 
Substitute Schedules, for more details.
Schedule K-1 (565) Only
The partnership completes the entire Schedule K-1 (565) filling out 
the partner’s and partnership’s information (name, address, identifying 
numbers), Questions A through J, and the partner’s distributive share of 
items.
For partners with PMB addresses, include the designation number in the 
partner’s address area. Precede the number (or letter) with “PMB.”
For each individual partner, enter the partner’s social security number. 
For all other partners enter the FEIN. However, if a partner is an 
individual retirement account (IRA), enter the identifying number of the 
custodian of the IRA. Do not enter the social security number of the 
person for whom the IRA is maintained.
The partnership files one California Schedule K-1 (565) for each partner 
either by CD or diskette or by attaching a copy to the partnership return. 
Do not attach federal Schedules K-1 (1065). These forms are not 
California approved forms.
Determining the Source of the Partnership’s Income for a Resident 
Partner
A resident partner should include the entire distributive share of 
partnership income in their California income. If the partnership is 
apportioning, the partner may be entitled to a credit for taxes paid to 
other states. The partner should be referred to Form 540, Schedule S, 
Other State Tax Credit, for more information.
Determining the Source of the Partnership’s Income for a Nonresident 
Partner
Business income: Regardless of the classification of income for federal 
purposes, income from California sources is determined in accordance 
with California law, (Cal. Code Regs., tit. 18 section 17951-4). California 

source business income of a trade or business is determined by 
apportionment, if the partnership conducts any of the following:
•	 A trade or business wholly within California, the income from that 

trade or business is California source income.
•	 A business within and outside California, but the part within 

California is so separate and distinct that it can be separately 
accounted for, then only that separate income within California is 
California source income.

•	 A single trade or business within and outside California.
The partnership should apportion business income using the Uniform 
Division of Income for Tax Purposes Act (R&TC Section 25120 through 
Section 25139). Special rules apply if the partnership has income that is 
not attributable to the trade or business of the partnership (nonbusiness 
income).
Nonbusiness Income: Nonbusiness income attributable to real or 
tangible personal property (such as rents, royalties, gains, or losses) 
located in California is California source income (Cal. Code Regs., 
tit. 18 section 17951-3 and R&TC Section 25124 and Section 25125). 
Enter this information on the appropriate line of Schedule K-1 (565). If 
the partnership believes it may have a unitary partner, the information 
should also be entered on Side 3, Table 2, Part B, for that partner.
The source of nonbusiness income attributable to intangible property 
depends upon the partner’s state of residence or commercial domicile. 
Individuals generally source this income to their state of residence and 
corporations to their commercial domicile.
Because the determination of the source of intangible nonbusiness 
income must be made at the partner level, this income is not entered on 
Schedule K-1 (565), column (e). It is entered only on Side 3, Table 1.
Completing Schedule K-1 (565)
Questions A through I
See the Instructions for federal Form 1065, Specific Instructions, 
Schedule K-1 Only, Part II, Information About the Partner, for more 
information on completing question A through Question I.
Questions A and B, Schedule K-1 (565)
Check the appropriate box to indicate a general or limited partner and 
the partner’s entity type. An exempt organization should check box 10 
regardless of its legal form.
Question C, Schedule K-1 (565)
Check the appropriate box to indicate if this is a foreign partner.  
Questions D and E, Schedule K-1 (565)
Percentages must be four to seven characters in length and have a 
decimal point before the four final characters. For example, 50% is 
represented as 50.0000, 5% as 5.0000, 100% as 100.0000. Do not enter 
fractions, the percentage symbol (%), or use terms such as “Various.”
For more information on completing Questions D and E, see the 
instructions for federal Form 1065, Specific Instructions, Schedule K-1 
Only, Part II, Information About the Partner.
Question F, Schedule K-1 (565)
Enter the reportable transaction number, if applicable. See instructions 
for Form 565 Question X for more information.
Question G, Schedule K-1 (565)
Check the box if this is a publicly traded partnership and/or an 
investment partnership.
Question H, Schedule K-1 (565)
Check the box if this is a final Schedule K-1 (565) and/or an Amended 
Schedule K-1 (565). 
Question I, Schedule K-1 (565)
Check the appropriate box to indicate if this partner is a nonresident of 
California.
•	 In column (b), enter the amounts from federal Schedule K‑1 (1065).
•	 In column (c), enter the adjustments resulting from differences 

between California and federal law for each specific line item.
•	 In column (d), enter the result of combining column (b) and 

column (c). This is total income under California law.
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Column (e) is used to report California source amounts and credits. 
Include the following items in this column:
1.	 Income from separate businesses, trades, or professions conducted 

wholly within California, Cal. Code Regs., tit. 18 section 17951‑4(a).
2.	 Income from a trade or business conducted within and outside 

California, when the part of business conducted within California 
can be separately accounted for, Cal. Code Regs., tit. 18 
section 17951‑4(b).

3.	 Income from a trade or business conducted within and outside 
California that is apportioned to California. This includes intangible 
income attributable to the business, trade, or profession, Cal. Code 
Regs., tit. 18 section 17951-4(c) and R&TC Sections 25128 through 
25137. Generally, the partnership should apportion business income 
using a four-factor formula consisting of property, payroll, and a 
double-weighted sales factor. Use a three-factor formula consisting 
of payroll, property, and a single-weighted sales factor if more than 
50% of the business receipts of the partnership are from agricultural, 
extractive, savings and loans, banks, and financial activities. 
Apportioning partnerships should complete Schedule R and attach it 
to Form 565.

4.	 Nonbusiness income from real and tangible property located in 
California. Enter the partner’s share of nonbusiness income from 
real and tangible property located in California in column (e). If the 
partnership believes it may have a unitary partner, enter this income 
in Table 2, Part B.

5.	 California credits.
Nonbusiness income from intangible property should not be entered 
in column (e). Enter this income in Table 1. For more information, see 
Partner’s Instructions for Schedule K-1 (565).
Completing Column (d) and Column (e)
Schedule K-1 (565), column (d), includes the partner’s distributive 
share of total partnership income, deductions, gains, or losses under 
California law. Column (e) includes only income, deductions, gains, or 
losses that are apportioned or sourced to California. The computation 
of these amounts is a matter of law and regulation. The residency of the 
partner is not a factor in the computation of amounts to be included in 
column (d) and column (e).
For a partnership that is doing business wholly within California, 
column (e) will generally be the same as column (d), except for 
nonbusiness intangible income (for example, nonbusiness interest, 
dividends, gains, or losses from sales of securities).
For a partnership that is doing business within and outside California, 
the amounts in column (d) and column (e) may be different.
If the partnership knows the partner is a resident individual, then the 
partnership answers “No” to Question I on Schedule K-1 (565), and 
completes column (d) only. Otherwise, the partnership should complete 
column (e) for all other partners.
Completing Table 1
Complete Table 1 only if the partnership has nonbusiness intangible 
income. If the partnership has nonbusiness intangible income, but 
knows that the partner is a resident individual, then the partnership does 
not need to complete Table 1 for the partner.
Completing Table 2
The partnership does not need to complete Table 2 for a partner, if 
the partnership knows that the partner is not unitary with its trade or 
business or any other trade or business.
Special Rules for Partners and Partnerships in a Single Unitary Business
Special rules apply if the partnership and a partner are engaged in a 
single unitary business. In that case, a unitary partner will not use 
the income information shown in column (e). Instead, the partner’s 
distributive share of business income is combined with the partner’s 
own business income. The combined business income is apportioned 
using an apportionment formula that consists of an aggregate of the 
partner’s share of the apportionment factors from the partnership 
and the partner’s apportionment factors, Cal. Code Regs., tit. 18 
section 25127‑1(f). The determination of whether a three-factor or 

four‑factor apportionment formula applies to the combined income will 
be made at the partner level. The partner’s distributive share of business 
income and property, payroll, and sales factors are entered in Table 2.
If the partnership knows that all of the partners are unitary with the 
partnership, the partnership need not complete column (e) for any of the 
Schedules K-1 (565) or attach a Schedule R. For further information, see 
Partner’s Instructions for Schedule K-1 (565).
Special Reporting Requirements for Passive Activities
If items of income (loss), deduction, or credit from more than one 
activity are reported on Schedule K-1 (565), the partnership must 
attach a statement to Schedule K-1 (565) for each activity that is a 
passive activity to the partner. Rental activities are passive activities to 
all partners; trade or business activities are passive activities to limited 
partners and to general partners who do not materially participate in the 
activity. The statement must include all the information explained in the 
instructions for federal Schedule K‑1 (1065).
Specific Line Instructions
The California Schedule K (565) generally follows the federal Schedule K 
(1065). Where California and federal laws are the same, the instructions 
for California Schedule K (565) refer to the instructions for federal 
Schedule K (1065).
When completing the California Schedule K and Schedule K-1 (565), 
refer to the Federal/State Line References chart that shows the specific 
line references between the federal Schedule K and Schedule K-1 (1056), 
and the California Schedule K and Schedule K-1 (565). 

Income
Line 1 through Line 11c
See the instructions for federal Form 1065, Specific Instructions 
Schedules K and K-1 and Schedule K-1 (565) Income (Loss), line 1 
through line 11.
Schedule K (565) must include all income and losses from the 
partnership activities as determined under California laws and 
regulations. Any differences reported between the federal and California 
amounts should be related to differences in the tax laws. Do not apply 
the apportionment formula to the income or losses on Schedule K (565).
Line 10 – Enter on line 10, the amount shown on Schedule D-1, Sales 
of Business Property, line 7. Do not include specially allocated ordinary 
gains and losses or net gains or losses from involuntary conversions 
due to casualties or thefts. Instead, report them on line 11b or line 11c.
If the partnership has more than one activity and the amount on line 10 
is a passive activity amount to the partner, attach a statement to 
Schedule K-1 (565) that identifies to which activity the IRC Section 1231 
gain (loss) relates.

Deductions
Line 12 through Line 13
See the instructions for federal Form 1065, Specific Instructions 
Schedules K and K-1 and Schedule K-1 (565), Deductions, line 12, and 
line 13a through line 13d.
Effective for taxable years beginning on or after January 1, 2003, 
California will follow the revised federal instructions for reporting the 
sale, exchange or disposition of property for which an IRC Section 179 
expense deduction was claimed in prior years by a partnership. If you 
elect the Section 17267.2 business expense deduction, you may not 
claim a Section 179 depreciation deduction for this asset.
California has not conformed to the federal Job Creation and Worker 
Assistance Act of 2002 that allows taxpayers to take an additional first-
year depreciation deduction and Alternative Minimum Tax depreciation 
adjustment for property placed in service after September 10, 2001.
Line 13a – Charitable Contributions
Enter the total amount of charitable contributions made by the 
partnership during its taxable year on Schedule K (565) and each 
partner’s distributive share on Schedule K-1 (565). Attach an itemized 
list to both schedules showing the amount subject to the 50%, 30%, and 
20% limitations.
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Partners are allowed a deduction for contributions to qualified 
organizations as provided in IRC Section 170. For taxable years 
beginning on or after January 1, 2002, California law conforms to the 
federal law, relating to the denial of the deduction for lobbying activities, 
club dues, and employee remuneration in excess of one million dollars. 
California conforms to IRC Section 170(f)(8) substantiation requirement 
for charitable contributions.
Line 13b – Interest Expense on Investment Debts: This line must be 
completed whether or not a partner is subject to the investment interest 
rules. Enter the interest paid or accrued to purchase or carry property 
held for investment. Property held for investment includes property 
that produces portfolio income (interest, dividends, annuities, royalties, 
etc.). Therefore, interest expense allocable to portfolio income should be 
reported on line 13b of Schedule K (565) and Schedule K‑1 (565), rather 
than line 13d of Schedule K (565) and Schedule K-1 (565).
Property held for investment includes a partner’s interest in a trade or 
business activity that is not a passive activity to the partnership and in 
which the partner does not materially participate. An example would be 
a partner’s working interest in an oil and gas property (i.e., the partner’s 
interest is not limited) if the partner does not materially participate in 
the oil and gas activity. Investment interest does not include interest 
expense allocable to a passive activity. For more information, get form 
FTB 3526, Investment Interest Expense Deduction.
Line 14
The information reported on line 14 of the federal Schedule K (1065), 
and federal Schedule K-1(1065), does not apply to California and 
therefore there is no line 14.

Credits
Line 15a – Total Withholding, Schedule K-1 (565) only
If taxes were withheld by the partnership or if there is a pass-through 
withholding credit from another entity, the partnership must provide 
each affected partner (including California residents) a completed 
Form 592-B. Partners must attach Form 592-B to the front of their 
California return to claim withheld amounts. Schedule K-1 (565) may not 
be used to claim this withholding credit.
Line 15b through Line 15d 
These lines relate to rental activities. Use line 15f to report credits related 
to trade or business activities.
California line numbers are different from federal line numbers in this 
section.
Line 15b – Low-Income Housing Credit
A credit may be claimed by owners of residential rental projects 
providing low-income housing (IRC Section 42). Generally, the credit is 
effective for buildings placed in service after 1986. Get form FTB 3521, 
Low-Income Housing Credit, for more information.
Line 15c – Credits Related to Rental Real Estate Activities Other 
Than Line 15b
Report any information that the partners need to figure credits related 
to a rental real estate activity, other than the low-income housing credit. 
Attach to each partner’s Schedule K-1 (565) a statement showing the 
amount to be reported and the applicable form on which the amount 
should be reported.
Line 15d – Credits Related to Other Rental Activities
Use this line to report information that the partners need to figure credits 
related to a rental activity. Attach to each partner’s Schedule K-1 (565) 
a statement showing the amount to be reported and the applicable form 
on which the amount should be reported.
Line 15e – Nonconsenting Nonresident Member’s Tax Allocated to All 
Partners
If income tax was paid by an LLC on behalf of a member that is a 
partnership because the general partner in the partnership did not 
sign form FTB 3832, the amount paid is entered on the member’s 
Schedule K-1 (568), line 15e. This credit is allocated to all partners 
according to their partnership interest. Partners must attach a copy of 
the Schedule K-1 (568), previously issued to their partnership by the 

LLC as well as the Schedule K-1 (565) issued by their partnership, to 
their California tax return to claim their share of the tax paid by the LLC 
on their partnership’s behalf. 
Line 15f – Other Credits
Attach a statement showing each partner’s allocable share of any credit 
or credit information that is related to a trade or business activity.
Credits that can be reported on line 15f include:
•	 Community Development Financial Institution Deposits Credit. Use 

credit code 209.
•	 Disabled Access Credit for Eligible Small Businesses. Get form 

FTB 3548.
•	 Donated Agricultural Products Transportation Credit. Get form 

FTB 3547.
•	 Employer Child Care Program/Contribution Credit. Get form 

FTB 3501.
•	 Enhanced Oil Recovery Credit. Get form FTB 3546.
•	 Enterprise Zone (EZ) Hiring and Sales or Use Tax Credit. Get form 

FTB 3805Z.
•	 Environmental Tax Credit. Get form FTB 3511.
•	 Farmworker Housing Credit – Construction. Use credit code 207.
•	 Farmworker Housing Credit-Loan. Use credit code 208.
•	 Local Agency Military Base Recovery Area (LAMBRA) Hiring and 

Sales or Use Tax Credit. Get form FTB 3807.
•	 Manufacturing Enhancement Area (MEA) Hiring Credit. Get form 

FTB 3808.
•	 Natural Heritage Preservation Credit. Get form FTB 3503.
•	 Prison Inmate Labor Credit. Get form FTB 3507.
•	 Research Credit. Get form FTB 3523.
• Rice Straw Credit. Use credit code 206.
•	 Targeted Tax Area (TTA) Hiring and Sales or Use Tax Credit. Get form 

FTB 3809.
Line 15f may also include the distributive share of net income taxes 
paid to other states by the partnership. Subject to limitations of 
R&TC Section 18001 and R&TC Section 18006, partners may claim 
a credit against their individual income tax for net income taxes paid 
by the partnership to another state. The amount of tax paid must be 
supported by a schedule of payments and evidence of tax liability by the 
partnership to the other states. Refer partners to Form 540, Schedule S 
for more information.
All of the above credit forms and many other forms are available on our 
website at ftb.ca.gov.
Line 16
The information reported on line 16 of the federal Schedule K (1065) 
and federal Schedule K-1(1065), Foreign Transactions, does not apply to 
California and therefore there is no line 16.

Alternative Minimum Tax (AMT) Items 
Line 17a through Line 17f 
Enter each partner’s distributive share of income and deductions that are 
adjustments and tax preference items. Get Schedule P (540), Alternative 
Minimum Tax and Credit Limitations — Residents, Schedule P (540NR), 
Alternative Minimum Tax and Credit Limitations — Nonresidents or 
Part‑Year Residents, Schedule P (541), Alternative Minimum Tax 
and Credit Limitations — Fiduciaries, Schedule P (100), Alternative 
Minimum Tax and Credit Limitations — Corporations, or Schedule P 
(100W), Alternative Minimum Tax Credit Limitations – Water’s-Edge 
Filers, to determine amounts and for other information.
California law conforms to the existing federal law eliminating the 
deduction for contributions of appreciated property as an item of tax 
preference. As a result, taxpayers no longer need to include in their 
computation of Alternative Minimum Taxable Income the amount by 
which any allowable deduction for contributions of appreciated property 
exceeds the taxpayer’s adjusted basis in the contributed property.
For additional information, see instructions for federal 
Schedule K (1065), Alternative Minimum Tax (AMT) Items, line 17a 
through line 17f. For differences between federal and California law for 
alternative minimum tax (AMT), see R&TC Section 17062.
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Tax-Exempt Income and Nondeductible 
Expenses
Line 18a through Line 18c – Tax-exempt income and Nondeductible 
Expenses
Enter on Schedule K (565) the amounts of tax-exempt interest income, 
other tax-exempt income, and nondeductible expenses from federal 
Schedule K (1065) lines 18a, 18b, and 18c. Enter on Schedule K-1 (565) 
the amounts of tax-exempt income, other tax-exempt income, and 
nondeductible expenses, from federal Schedule K-1 (1065) box 18. The 
partnership should give each partner a description and the amount of the 
partner’s share for each item applicable to California in this category.

Distributions
Line 19a through Line 19b – Distributions
Enter on Schedule K (565) the amounts of cash and marketable 
securities, and other property from federal Schedule K (1065), 
line 19a and 19b. Enter on Schedule K-1 (565) the amounts of 
cash and marketable securities, and other property from federal 
Schedule K‑1 (1065), box 19.

Other Information
Line 20a and Line 20b – Investment Income and Investment Expenses
These lines must be completed whether or not a partner is subject to the 
investment interest rules.
Enter on line 20a only the investment income included on line 5, line 6, 
line 7, and line 11a of Schedule K (565) and Schedule K-1 (565). 
Enter on line 20b only investment expenses included on line 13d of 
Schedule K (565) and Schedule K-1 (565). 
If items of investment income or expenses are included in the amounts 
that are required to be passed through separately to the partner on 
Schedule K-1 (565), items other than the amounts included on line 5 
through line 9, line 11a, and line 13d of Schedule K-1 (565), give each 
partner a statement identifying these amounts.
Investment income includes gross income from property held for 
investment, gain attributable to the disposition of property held for 
investment, and other amounts that are gross portfolio income. 
Investment income and investment expenses generally do not include 
any income or expenses from a passive activity.
Property subject to a net lease is not treated as investment property 
because it is subject to the passive loss rules. Do not reduce investment 
income by losses from passive activities.
Investment expenses are deductible expenses (other than interest) 
directly connected with the production of investment income. Get the 
instructions for form FTB 3526 for more information.
Line 20c – Other information
See the instructions for the federal Schedule K (1065), line 20c, Other 
Items and Amounts. For credit recaptures attach a schedule including 
credit recapture names and amounts.
Supplemental Information
The partnership may need to report supplemental information that is 
not specifically requested on the Schedule K-1 (565) separately to each 
partner. If the partnership has supplemental information not included in 
lines 1-20b, write, “See attached” on line 20c, column b and column d 
and provide a schedule with the details.
Partners may need to obtain the amount of their proportionate interest 
of aggregate gross receipts, less returns and allowances, from the 
partnership.
Alternative minimum taxable income does not include income, positive 
and negative adjustments, and preference items attributed to any trade 
or business of a qualified taxpayer who has aggregate gross receipts, 
less returns and allowances, during the taxable year of less than 
$1,000,000 from all trades or businesses in which the taxpayer is an 
owner or has an ownership interest. The partnership should provide 
the partner’s proportionate interest of aggregate gross receipts on 
Schedule K-1 (565), line 20c.

For purposes of R&TC Section 17062(b)(4), “aggregate gross receipts, 
less returns and allowances” means the sum of all of the following:
•	 The gross receipts of the trades or businesses which the taxpayer 

owns.
•	 The proportionate interest of the gross receipts of the trades or 

businesses which the taxpayer owns.
•	 The proportionate interest of the pass-through entity’s gross receipts 

in which the taxpayer holds an interest.
“Aggregate gross receipts” means the sum of gross receipts from the 
production of business income, within the meaning of subdivisions 
(a) and (c) of R&TC Section 25120, and the gross receipts from the 
production of nonbusiness income as defined in subdivision (d) of 
R&TC Section 25120.
For purposes of this section, “pass-through entity” means a partnership 
(as defined by R&TC Section 17008), an S corporation, a regulated 
investment company (RIC), a real estate investment trust (REIT), and a 
REMIC.
See R&TC Section 17062 for more information.
Also show on line 20c a statement showing each of the following:
1.	 Each partner’s distributive share of business income apportioned to 

an EZ, LAMBRA, MEA, or TTA.
2.	 Each partner’s distributive share of business capital gain or loss 

included in 1 above.

Analysis – Schedule K (565) only
Line 21a through Line 21b(2)
For the instructions for line 21a through line 21b(2) of Schedule K 
(565), see the instructions for federal Schedule K (1065), Analysis of Net 
Income (Loss).

Other Partner Information – Schedule K-1 (565) 
only
Table 1
Enter the partner’s share of nonbusiness income from intangibles. 
Because the source of this income must be determined at the partner 
level, do not enter income in this category in column (e). If the income 
(loss) for an income item is a mixture of income (loss) in different 
subclasses (for example, short-term and long-term capital gain), attach 
a supplemental schedule providing a breakdown of income in each 
subclass.
Enter nonbusiness income from intangibles in Table 1 net of related 
expenses.
Table 2
The final determination of unity is made at the partner level. If the 
partnership and the partner are unitary, or if the partnership is uncertain 
as to whether it is unitary with the partner, it should furnish the 
information in Table 2.
Part A. Enter the partner’s distributive share of the partnership’s 
business income. The partner will then add that income to its own 
business income and apportion the combined business income.
Cal Code Regs., tit. 18 Section 25120 defines “business income” as 
income arising from transactions and activity in the regular course of 
the taxpayer’s trade or business and includes income from tangible 
and intangible property if the acquisition, management, and disposition 
of the property constitute integral parts of the taxpayer’s regular trade 
or business operations. In essence, all income which arises from the 
conduct of trade or business operations of a taxpayer is business 
income.
Part B. Enter the partner’s share of nonbusiness income from real 
and tangible property that is located in California. This income has a 
California source, and should also be included on the appropriate line in 
column (e).
Nonbusiness income is all income other than business income.
Part C. Enter the partner’s distributive share of the partnership’s 
property, payroll, and sales factors.
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SCHEDULE K FEDERAL/STATE LINE REFERENCES
California Schedule K (565) has been modified to better assist taxpayers to transfer amounts from their federal Schedule K (1065) to their California 
Schedule K. The modifications consist of reordering the line items to be in a similar format to the federal Schedule K. The new reference chart shown below 
will assist the taxpayer in transferring the amounts from one schedule to the other. The chart cross-references the lines on the federal Schedule K (1065) to 
the appropriate line items on the California Schedule K (565). For detailed instructions, refer to the Schedule K and Schedule K-1 Specific Line Instructions in 
this booklet.

Federal Schedule K (1065) CA Schedule K (565)

Line Items Line Items

1
2

3a
3b
3c
4
5

6a
6b
7
8

9a
9b
9c

Ordinary business income (loss)
Net rental real estate income (loss)
Other gross rental income (loss)
Expenses from other rental activities
Other net rental income (loss)
Guaranteed payments
Interest income
Ordinary dividends
Qualified dividends
Royalties
Net short-term capital gain (loss)
Net long-term capital gain (loss)
Collectibles 28% gain (loss)
Unrecaptured section 1250 gain

1
2

3a
3b
3c
4
5
6

7
8
9

9b
9c

Ordinary income (loss) from trade or business activities
Net income (loss) from rental real estate activities
Gross income (loss) from other rental activities
Less expenses
Net income (loss) from other rental activities
Guaranteed payments to partners
Interest income
Dividend
Not applicable
Royalties
Net short-term capital gain (loss) Schedule D (565)
Net long-term capital gain (loss) Schedule D (565)
Not applicable
Not applicable

10
10b

Net section 1231 gain (loss)
Not applicable

10a
10b

Total Gain under IRC Section 1231 (other than due to casualty or theft)
Total Loss under IRC Section 1231 (other than due to casualty or theft)

11a
11b
11c
12

Not applicable
Other Income (loss)
Not applicable
Section 179 deduction (attach Form 4562)

11a
11b
11c
12

Other Portfolio Income (loss)
Total other income
Total other loss
Expense deduction for recovery property (IRC Section 179 and 
R&TC Sections 17267.2, 17267.6, and 17268

13a
13b
13c

13d

Contributions
Investment interest expense
Section 59(e)(2) expenditures:
(1) Type
Not applicable
Other deductions
(1) Type

13a
13b
13c

13d
13e

Charitable contributions
Investment interest expense
1. Total expenditures to which IRC Section 59(e) election may apply
2. Type of expenditures
Deductions related to portfolio income
Other deductions

14a-c Self-employment 14a-c Not applicable

15a
15b
15c

15d
15e
15f

Low-income housing credit (section 42(j)(5))
Low-income housing credit (other)
Qualified rehabilitation expenditures (rental real estate)

Other rental real estate credits
Other rental credits
Other credits

15a
15b
15c

15d
15e
15f

Withholding on partnership allocated to all partners
Low-income housing credit
Credits other than the credit shown on line 15b related to rental
real estate activities
Credit(s) related to other rental activities
Nonconsenting nonresident members’ tax allocated to all partners
Other credits

16a-n Foreign Transactions 16a-n Not applicable

17a
17b
17c
17d
17e
17f

Post-1986 depreciation adjustment
Adjusted gain or loss
Depletion (other than oil and gas)
Oil, gas, and geothermal properties – gross income
Oil, gas, and geothermal properties – deductions
Other AMT items

17a
17b
17c
17d
17e
17f

Depreciation adjustment on property placed in service after 1986
Adjusted gain or loss
Depletion (other than oil and gas)
Gross income from oil, gas, and geothermal properties
Deductions allocable to oil, gas, and geothermal properties
Other alternative minimum tax items

18a
18b
18c

Tax-exempt interest income
Other tax-exempt income
Nondeductible expenses

18a
18b
18c

Tax-exempt interest income
Other tax-exempt income
Nondeductible expenses

19a
19b

Distributions of cash and marketable securities
Distributions of other property

19a
19b

Distributions of money (cash and marketable securities)
Distributions of property other than money

20a
20b
20c

Investment income
Investment expenses
Other items and amounts

20a
20b
20c

Investment income
Investment expenses
Other information
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		Federal 

		California



		8

		Net short-term capital gain (loss)

		8a

		8a Total short-term capital gains. See instructions



		

		   Included in line 8 above

		8b

		8b Total short-term capital loss. See instructions



		9a

		Net long-term capital gains (loss)

		9a

		9a Total long-term capital gains. See instructions



		

		   Included in line 9 above

		9b

		9b Total long-term capital loss. See instructions



		9b

		Collectibles (28%) gain (loss)

		

		Not applicable



		9c

		Unrecaptured section 1250 gain

		

		Not applicable
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